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Darrel Daines,
State Controller

The State Controller is a constitutional officer elected for a four year term by the general
electorate. The Controller is the ex-officio chief fiscal officer of the State and is empowered to
represent the State in fiscal matters with the Federal Government. The Controller is charged
with the responsibility of paying State obligations, paying employee salaries and maintaining
the official accounting records of the State. He is responsible for demonstrating accountability
to the public by preparing the Comprehensive Annual Financial Report.

The State Controller serves as member of both the State Board of Finance and the State
Transportation Board.

Mr. Daines retired on January 4, 1999, after serving 16 years as the Elected State Controller.
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DARREL DAINES
State Controller

To the Citizens,
Governor and
Legislators of the
State of Nevada:

STATE OF NEVADA PHONE: (775) 684-5750
FAX: (775) 684-5696

OFFICE OF E-mail: <ddaines@govmail.state.nv.us

STATE CONTROLLER

STATE CAPITOL BUILDING
101 NORTH CARSON STREET, SUITE 5 KEN WEST
CARSON CITY., NEVADA 89701-4786 Chief Deputy Controller

December 11, 1998

| present the comprehensive annual financial report for the fiscal year ended June 30,
1998. This report will be my last, after having served sixteen years as the State
Controller. Over this period, there have been many changes. The State population has
more than doubled since 1982. More recently, from 1997 to 1998, the State population
increased by 8%. We have also seen unheralded economic growth, since 1982
General Government Revenues have increased by over 300%. However, events this
past year along with the financial condition of the State indicate a deceleration in the rate
of our economic growth. The resulting reduction in the revenue growth has prompted
the outgoing governor to implement a hiring freeze and require certain reservations of
spending authority by all agencies. These corrective actions are anticipated to offset the
expected revenue shortfall in fiscal year 1999.

Responsibility for the accuracy, completeness and fairess of this financial presentation
rests with my office as State Controller. | am confident that the information reported is
accurate in all material respects, is reported in a manner which fairly presents the
financial position and results of operations of the State, and includes all disclosures
necessary to enable the reader to gain an understanding of the State’s financial
activities.

The comprehensive annual financial report is presented in three sections: introductory,
financial and statistical. The introductory section includes this letter, organization chart,
major initiatives, a report on the economic outlook and a special feature from the
Nevada Film Office. The financial section includes the independent auditor’s reports,
the general purpose financial statements, and the combining, individual fund and
account group statements and schedules. Trend information on fiscal, social and
demographic measures on a multi-year basis is included in the statistical section.

This report has been prepared in accordance with generally accepted accounting
principles (GAAP) for governments as promulgated by the Governmental Accounting
Standards Board (GASB). The independent accounting firm of Kafoury, Armstrong &
Co. has audited the accompanying financial statements. The audit was conducted in
accordance with generally accepted governmental auditing standards and the auditor’s
opinion appears first in the financial section. This year we received a qualified opinion
on the general-purpose financial statements. New disclosures for the year 2000 are
required this year by generally accepted accounting principles. The American Institute
of Certified Public Accountants (AICPA) has expressed concern that the year 2000
disclosures are neither assertable by management, nor verifiable by auditors. The
AICPA has advised auditors to be cautious when being associated with the disclosures
required. Therefore, auditors have to consider whether or not to issue a qualified
opinion. Our auditors have decided to qualify their opinion based on the new
disclosures. (See MNote 14H to the financial statements for more information.)




In addition, as described in Note 10 to the financial statements, the auditors were not able to satisfy themselves as
to the claims expense and the reserve for incurred but not reported claims in the Self Insurance Fund. Except for
these two items, the auditors’ opinion states that the general-purpose financial statements present fairly, in all
material respects, the financial position of the State as of June 30, 1998, and the results of its operations and cash
flows of its proprietary fund types, and non-expendable trust funds for the year then ended in conformity with
generally accepted accounting principles.

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the State of Nevada for its comprehensive annual financial
report (CAFR) for the fiscal year ended June 30, 1997. The Certificate of Achievement is a prestigious national
award recognizing conformance with the highest standards for preparation of a state and local government
financial reports.

In order to be awarded a Certificate of Achievement, a government unit must publish an easily readable and
efficiently organized comprehensive annual financial report, whose contents conform to program standards. The
CAFR must satisfy both generally accepted accounting principles and applicable legal requirements. A Certificate
of Achievement is valid for a period of one year only. The State of Nevada has received a Certificate of
Achievement for the last ten consecutive years. We believe our current report continues to conform to the
Certificate of Achievement program requirements and we are submitting it to GFOA.

Reporting Entity - Nevada, named the “Silver State” due to the vast quantities of silver mined from the Comstock
Lode in the 1800s, is bordered by California, Oregon, Idaho, Utah and Arizona. The State lies in the Great Basin,
an arid region east of the Sierra Nevada Mountains, where the average annual rainfall is less than ten inches.
Approximately 87.6 percent of the 110,000 square miles of valleys and north-south mountain ranges is under
federal ownership.

The economy and the tax base of the State are dependent upon the interrelated gaming and tourism industries, as
well as upon federal activities, mining, warehousing, manufacturing, and agriculture. Nevada has experienced one
of the fastest rates of population growth in the nation. The 1990 census showed a 55% increase over 1980 and
the 1998 forecast of 1.9 million people indicates that Nevada's population has grown over 50% since 1990.

The State has operated under a constitution approved in 1864 and provides for a full range of services. These
services include education, health and social services, highway maintenance and construction, law enforcement,
judicial, public safety, business regulation, and resource development. State agencies and entities included in this
report are those for which the State is considered to be financially accountable. There are several occupational
licensing boards where the State’s accountability is limited to State officials making appointments to the boards.
The State does not exercise financial or administrative control over these boards and thus they are excluded from
this report.

The following State agencies issue independent financial reports:

Colorado River Commission

Department of Museums, Library and Arts’ Museums and History Fund
Housing Division

Legislative Counsel Bureau'’s Legislative and Contingency Funds
Legislators’ Retirement System

Public Employees’ Retirement System

Risk Management's Self Insurance and Insurance Premiums Funds
Employers Insurance Company of Nevada

University and Community College System of Nevada

Copies of these independently audited reports are available upon request.

Internal Controls - State management is responsible for designing and encouraging adherence to policies and
controls that safeguard resources. Internal controls are designed to provide reasonable, but not absolute
assurance regarding:

e The safeguarding of assets against loss from unauthorized use or disposition, and
» The reliability of the financial records for preparing financial statements and maintaining accountability of
assets.

Such controls require judgment by management that the costs of controls should not exceed the benefits derived.
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In addition to internal controls, the State also maintains budgetary controls to ensure compliance with the biennial
financial plan as enacted by the Legislature through the appropriation and authorized expenditure acts. Budgetary
controls also contain a system of encumbering purchase orders to ensure that appropriations are not exceeded.

General Government Functions - The following schedule presents a summary of revenues and other financing
sources for the fiscal years ended June 30, 1998 and 1997, of the general fund, special revenue funds, debt
service funds, capital projects funds, and expendable trust funds. Net transfers from/to other funds are included
as other financing sources.

1998 1997 Increase (Decrease)
Amount Percent Amount Percent Amount Percent
Taxes 1,983,447 572% $ 1,893,533 506% $ 89,914 4.7%

Intergovernmental 950,533 27.4 908,806 24.3 41,727 4.6
Licenses, fees and permits 204,653 59 198,622 53 6,031 3.0
Sales and charges for services 50,427 1.5 44,885 12 5,542 12.3
Interest 164,843 4.8 113,061 3.0 51,782 45.8
Other revenues 47,932 14 52,396 1.4 (4,464) -8.5
Other financing sources 63,684 1.8 529,460 14.2 (465,776) -88.0
$ 3,465,519 100.0% $ 3,740,763 100.0% $ (275,244) -7.4

—— —————— —r————— emaatreere e e
e ——/————— T/ e

The increase in taxes was due to growth in the economy and population rather than new taxes or increased tax
rates. However, the increase was less than what was anticipated in the budget. Taxes represent more than 50%
of the resources available to the State for general government functions with sales taxes and gaming taxes
representing approximately 60% of total taxes. The following chart depicts graphically sales and gaming taxes
over the past four years. . _

The chart shows that sales taxes have
increased 30% over the four years, and
gaming taxes have increased 12%. Sales
tax growth slowed down in 1998 to 5%,
while gaming tax growth increased to 3%.

$ Millions

OSales Tax B Gaming Tax

Intergovernmental revenues, the next largest source, are predominantly federal. Interest derived from the
investment of idle cash increased substantially. This increase was due to increased earnings rates as well as to
the increase of cash and investment balances due to the improved fiscal health of the State. Other financing
sources show a substantial decrease, due primarily to a decrease in proceeds from bonds. This was anticipated
because debt financing does not occur on a uniform basis. Table !l in the statistical section shows a ten-year time
profile of resources for general government.




The following schedule presents a summary of general fund, special revenue funds, debt service funds, capital
projects funds, and expendable trust funds expenditures and other financing uses for the fiscal years ended June
30, 1998 and 1997. Net transfers to/from the university system are the other financing use.

Expenditures and Other Financing Use
(Expressed in thousands)

1998 1997 Increase (Decrease)

Amount Percent Amount Percent Amount Percent
General government $ 114,531 34% % 101,565 32% $ 12,968 12.8%
Health, social services 1,162,628 34.0 1,090,069 342 72,559 6.7
Education 30,476 0.9 26,460 0.8 4,016 15.2
Law, justice, public safety 341,970 10.0 276,275 8.7 65,695 23.8
Regulation of business 67,816 2.0 63,730 2.0 4,086 6.4
Transportation 331,302 9.7 312,592 9.8 18,710 6.0
Recreation 91,436 27 89,011 28 2,425 27
Intergovernmental 767,476 225 672,812 211 94,664 14.1
Capital improvements 46,849 14 49,298 1.5 (2,449) -5.0
Debt service 157,868 46 161,422 48 6,446 43
Other financing uses 302,878 8.9 350,404 11.0 (47,526) -13.6
$ 3,415230 100.0% $ 3,183,638 100.0% $ 231,592 7.3
Intergovernmental

Recreation

. . Capital improvements
Regulation of business Debt service

Transportation
Other financing use
Law, justice, public safety

General government
Education

Health, social services

Expenditures for general governmental functions increased by approximately 13% over 1997 as shown in the
preceding table. This was due primarily to costs incurred of over $20 million for the securities lending program.
Expenditures for transportation increased by $19 million primarily due to additional construction projects in 1998.

The increase in intergovernmental expenditures is primarily due to:

e $53 million increase in payments to local school districts driven by a 5% increase in public school enroliment,

e $10 miliion increase in payments to local school districts for class size reduction, and

» $7 million of additional special appropriations to various cities and counties throughout Nevada for programs
and projects

Swings in capital improvement expenditures occur due to the biennial cycle of the Legislature and their
authorization of projects. The 4% increase in debt service was anticipated. The other financing uses consist of net
transfers to the University System (a component unit). Enroliment at the University System increased by 7% in the
last year.






























































































































































































































































































































































































































































































































